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PART 1

ITEM 1. BUSINESS

Gf:'neral

Lenox Group Inc. (the “Company) is a leading designer, distributor, wholesaler and retailer of fine quality
tableware, collectible and other giftware products marketed under the Lenox®, Department 56®, Dansk®
and Gorham® brand names. These products are sold through gift and specialty retailers, department stores,
and general merchandise chains, as well as through the Company’s own retail stores and consumer-direct
channels of distribution, including Internet, catalog and mail order.

The Company was incorporated in Delaware under the name Department 56, Inc. in 1992. On November 14,
2005, the legal name of the Company was changed to “Lenox Group Inc.” The Company’s principal
executive offices are located at One Village Place, 6436 City West Parkway, Eden Prairie, MN, 55344. The
Company’s telephone number is (952) 944-5600.

‘The Company makes its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d} of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), available free of charge through a direct
link to the Securities and Exchange Commission (the “SEC”) on the Company’s corporate website
www.lenoxgroupinc.com, as soon as is reasonably practicable after such material is electronically filed with

or furnished to the SEC.

This Annual Report on Form 10-K includes forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Exchange Act. See
“Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Forward-Looking Statements and Factors Affecting Future Earnings” herein.

Major Acquisition

On September 1, 2005, the Company completed the acquisition of all of the capital stock of Lenox,
Incorporated (“Lenox”) from Brown-Forman Corporation (the “Acquisition™), for $204 million, which
included transaction costs of $7.6 million. The Acquisition of Lenox added strong, market-leading brands
and complementary product lines and distribution channels to the Company’s portfolio. The Company
funded the payment of the purchase price and related transaction costs of the Acquisition through a
$275 million senior secured credit facility consisting of a $175 million revolving credit facility and a $100
million term loan.

’

Recent Developments

On January 14, 2008, the Company announced the comprehensive review of strategic, financial and opera-
tional alternatives to enhance stockholder value, including a potential merger, sale of all or part of the
Company or recapitalization of the Company. The Company also adopted a stockhelder rights plan. The
Board of Directors retained Berenson & Company LLC as its financial advisor to assist with this process.




Refinancing of Term Loan and Revolving Credit Facility

On February 9, 2007, the Company entered into waivers and amendments to the revolving credit facility and
the term loan credit facility in connection with the Company’s noncompliance with the financial covenants
under the credit agreements for the period ended December 30, 2006, Pursuant to the waivers and amend-
ments, the lenders granted the Company a limited waiver of noncompliance through and including April 30,
2007, and temporarily amended the agreements to adjust the leverage ratio and interest coverage ratio levels
for the first quarter of 2007. In addition, the amendment to the term loan facility increased the applicable
margin for loans by 0.25% per annum. As consideration for the amendments, the Company paid amend-
ment fees of $0.2 million.

On April 20, 2007, the Company completed the refinancing of its credit facilities by entering inte amended
and restated revolving and term loan facilities. The amended and restated revolving credit facility, which
expires on April 20, 2012, provides for borrowings up to $175 million, which may be in the form of letters of
credit and revolving credit loans to be used for working capital and general corporate purposes. The
amended and restated term loan facility, which expires on April 20, 2013, provides for term loans in the
aggregate principal amount of up to $100 million. The Company used the proceeds of the amended and
restated term loan facility to refinance the $47.4 million of term debt outstanding and $42.2 miilion of the
revolver debt outstanding at April 20, 2007, to pay $1.2 million of accrued interest and fees payable under the
existing credit facilities and to pay $9.2 million of fees and expenses in connection with the refinancing,

Sale of Sterling Silver Business

On July 19, 2007, the Company entered into an Asset Purchase Agreement (the “Sale Agreement”) with
Lifetime Brands, Inc. (“Lifetime”) for the sale of certain assets of the Company’s sterling silver flatware and
sterling silver giftware business conducted primarily under the Gorkam and Kirk Stieff brand names.
Simultaneously with the execution of the Sale Agreement by the parties, the Company closed on this
transaction.

The purchase price paid by Lifetime was $8.8 million, subject to a post closing adjustment based on the price
and quantity of silver transferred at closing. At closing, the Company received an initial payment of
$8.5 million and $0.3 million was transferred to an escrow account for a six-month period ended January
2008. On August 2, 2007, the parties agreed to a price adjustment reduction of $0.3 million based on the
quantity of silver actually transferred at closing and the price of silver. Accordingly, the net purchase price
was $8.5 million. The Company transferred title to sterling silver finished goods inventory, work in process,
raw materials, samples, selective pieces of machinery and equipment, books and records and pattern
trademarks and copyrights associated with sterling silver products.

[n addition, the Company granted a long-term exclusive license to Lifetime to utilize the Gorham, Kirk Stieff,
Whiting and Durgin brands on and in connection with sterling silver products. The Company has retained all
rights to utilize these brands on non-sterling silver products.

Products

The Company is a market leader in quality tabletop, giftware and collectibles. [t markets its products
primarily under the, Lenox, Gorham, Department 56, and Dansk brands. Together, these brands represent
over 450 years of tabletop and giftware experience.

The tabletop business consists of a portfolio of consumer brands that have a rich heritage in the domestic
market. The Company sells dinnerware, crystal stemware, stainless steel flatware, and giftware under the
Lenox and Gorkam brands. Dansk is the Company’s contemporary tabletop and giftware brand. The
Company also sells collectibles under the Lenox brand. The Company believes that it is the largest domestic
marketer of fine tabletop produets.




The Department 56 brand is best known for its use in connection with the Village Series of collectible,
handcrafted, lighted ceramic and porcelain houses, buildings and related accessories that depict nostalgic
scenes. The Company introduces new pieces, limited edition pieces, figurines and other accessories each year
to complement and provide continuity to the collections.

The Company offers a wide range of other decorative giftware and home accessory items under (i) the
Department 56 brand, including the Company’s Snowbabies line of figurines and holiday and seasonal
decorative items; and (ii) the Willitts brand, including Thomas Blackshear’s Ebony Visions and
Possible Dreams, which adds a broad range of diversity and contemporary expression to the Company’s
collectible portfolio.

Giftware product lines are developed around either a seasonal or unique design theme. The Company
continues to build its general giftware business by developing new product lines and signing license
agreements with nationally recognized artists.

Operating Segments

In connection with the Company’s acquisition of Lenox, the Company redefined its operating segments to
include three reportable segments — Wholesale, Retail and Direct. Although the product produced and sold
for each segment is similar, the type of customer for the product and the method used to distribute the
product are different. The segmentation of these operations also reflects how the Company currently
reviews the results of these operations. Financial data for the last three fiscal years by segment is set forth in
detail in “Management’s Discussion and Analysis of Financial Condition and Results of Operations” included
in this Annual Report on Form 10-K and in Note 16 to the Consolidated Financial Statements.

The Wholesale Segment

The Company sells its products through a wide range of wholesale channels including department stores,
large specialty retailers, mass merchants, national chains and clubs, small independent specialty accounts and
other wholesale accounts.

As of December 29, 2007, the Company’s Wholesale segment had order backlog of approximately $13.7 million
compared to $18.4 million as of December 30, 2006. Of the $13.7 million in order backlog as of December 29,
2007, the Company expects to ship approximately $12.8 million in fiscal 2008.

Approximately 26% of the Wholesale segment’s sales in fiscal 2007 (17% of consolidated sales) were to one
customer: Macy’s, Inc.

The Retail Segment

As of February 1, 2008, the Company’s Retail segment operated 32 retail stores, including eight stores
operated under the Department 56 trade name and 24 stores operated under the Lenox trade name. In 2007,
the Company converted its three Afl the Hoopla concept stores to Department 56 stores.

This segment experiences no significant unfitled orders and is not dependent on a single customer or group
of customers.

The Direct Segment

The Company markets and sells its products directly to consumers through the following methods of direct
marketing: (i) traditional direct-to-consumer methods (media advertising, direct mail and telemarketing);
(1) catalogs and (iii) the Company’s various Internet sites, including those located at www.department56.com,

www.lenox.com and www.dansk.com.

As of December 29, 2007, the Company’s Direct segment had order backlog of approximately §1.7 mitlion
compared to $1.5 million as of December 30, 2006. Of the $1.7 million in order backlog as of December 29,
2007, the Company expects substantially all to ship in fiscal 2008.




This segment is not dependent on a single customer or group of customers.

Cessation of Time to Celebrate Business

In October 2005, the Company committed to a plan to cease operations of its Time to Celebrate direct selling
business. This business marketed giftware and home decor products to consumers through a network of
independent sales consultants who sold these products through the home show sales method.

In accordance with Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, the Company recorded Time to Celebrate’s results in continuing
operations until the run-off of operations was completed in the fourth quarter of 2005. The Time to Celebrate
results have been reclassified into discontinued operations for all periods presented.

Manufacturing & Sourcing

The Company owns and operates one manufacturing facility in the United States. The Company manufac-
tures its Lenox branded, bone china dinnerware at its plant located in Kinston, NC.

On July 19, 2007, the Company entered into an Asset Purchase Agreement with Lifetime Brands, Inc. for the
sale of certain assets of the Company’s sterling silver flatware and sterling silver giftware business conducted
primarily under the Gorham and Kirk Stieff brand names. Accordingly, in 2007 the Company discontinued
manufacturing sterling silver flatware in its facility in Pomona, New Jersey.

Clay, feldspar and bone ash are the principal raw materials used to manufacture china products. Gold and
platinum are significant raw materials used to decorate china products. Sand, potash and lead are used in the
manufacture of crystal products. Steel is the principal raw material used to manufacture stainless steel
flatware. The Company anticipates, but cannot guarantee that these raw materials will be in adequate
supply. However, the acquisition price of gold, platinum and steel is influenced significantly by worldwide
economic events and commodity trading.

The Company also sources product from external manufacturers. Of the total value of product sourced in
2007, 96% was imported from abroad, primarily from manufacturing sources located in the Pacific Rim area,
including the People’s Republic of China (“China”), Indonesia, Thailand and the Philippines. The Company
also imports a portion of its products from sources in India and Europe.

Distribution

The imported products sold by the Company to its wholesale customers, direct response customers and
through its Company-owned retail stores are generally shipped by ocean freight from abroad and then by
rail or truck to the Company’s distribution centers located in Hagerstown, MD and Langhorne, PA. Certain
overseas shipments to some wholesale customers are sent directly to those customers. The products manu-
factured in the Company’s Kinston, NC factory are sent via commercial trucking lines to the Hagerstown,
MD warehouse or directly to its wholesale customers, Shipments from the Company to its wholesale and
direct response customers are handied primarily by parcel post or commercial trucking lines.

On February 26, 2007, the Company announced its intention to close its distribution center located in
Rogers, MN in October 2007, and later extended that date to February 29, 2008, at which time it discon-
tinued operations at that facility. The Company transferred the distribution activities at the Rogers facility to
its distribution center located in Hagerstown, MD.

The Company’s systems maintain order processing from the time a product enters the Company’s system
through shipping and ultimate payment collection from its various customers. The Company uses handheld
optical scanners and bar coded labels in accepting orders at its wholesale showrooms. In addition, systems for
the Company-operated retail stores monitor and transmit to the Company on a daily basis the POS (point of
sales) data for those retail stores,




Seasonality

The Company’s business is highly seasonal. The Company records its highest Wholesale segment sales
during the third and fourth quarters of each year as wholesale customer’s stock merchandise in anticipation
of the holiday season. In addition, the Company records its highest Retail and Direct segment sales in the
fourth quarter during the peak holiday shopping season. However, the Company can experience fluctua-
tions in quarterly sales and related net income compared with the prior year due to the timing of receipt of
product from suppliers and subsequent shipment of product from the Company to customers, as well as the
timing of orders placed by customers. Due to the seasonality of segment sales as indicated above, the
Company has historically operated at a loss during the first nine months of the fiscal year. The Company is
not managed to maximize quarter-to-quarter results, but rather to achieve annual objectives designed 1o
achieve long-term growth consistent with the Company’s business strategy.

Competition

The Company competes generally for the discretionary income of consumers with other producers of
tabletop, collectibles, giftware and home decorative accessory products. These areas are affected by, among
other things, changing consumer tastes and interests, changing consumer shopping habits, consolidation of
channels of distribution and the shift in supply to Asian sources of manufacture.

The tabletop/giftware industry is highly competitive, with a large number of both large and small partici-
pants. The Company’s competitors distribute their products through their company-owned retail stores,
independent gift retailers, department stores, mass market and specialty chain stores, televised home shop-
ping networks, Internet commerce and mail order houses, and through the home show sales method or
other direct response marketing methods.

The Company believes that the principal elements of competition in the tabletop/specialty giftware industry
are design, product assortment, brand loyalty, quality, display and price. The Company believes that its
competitive position is enhanced by a variety of factors, including the design, uniqueness, quality and
enduring themes of the Company's products, its in-house design expertise, its reputation among retailers and
consumers, its sourcing and marketing capabilities, and the pricing of its products.

Financial Information Relating to Geographical Areas

Approximately 2% of the Company’s total revenue is derived from customers outside the United States. [n
addition, approximately 2% of all long-lived assets are located outside the United States.

Trademarks and other Proprietary Rights

The Company owns 205 U.S. trademark registrations and has pending four U.S. trademark applications for
registration, These registrations cover the Company’s brand names, logos and important product names. In
addition, the Company owns trademark registrations in select foreign countries where the Company’s
products are manufactured, marketed and/or-sold.

The Company regards its trademarks and other proprietary rights as valuable assets. The registrations for
the Company’s trademarks are currently scheduled to be cancelled at various times over the next ten years,
but can be maintained and renewed provided that the trademarks are still in use for the goods and services
covered by such registrations. The Company has historically renewed its registered trademarks and expects
to continue to do so, as business needs dictate.

Employees

Asof January 1, 2008, the Company had 1,344 full-time employees and 797 part-time and seasonal employees
in the United States, four employees in Canada and 12 in China.




Local Union No. 638 of the Teamsters Union represents 29 of the Company’s employees who work at its
warehouse facility located in Rogers, MN. The agreement with this union expired on December 31, 2007,
and will not be renewed due to the fact that Rogers, MN warehouse facility closed on February 29, 2008.

The Company believes that its labor relations are good. It has not experienced a work stoppage.

Environmental Matters

The Company is subject to various federal, state and local laws and regulations governing the use, discharge
and disposal of hazardous materials. ‘

The Company is responsible for the cleanup and/or monitoring of two environmental sites located in New
Jersey pursuant to an Administrative Consent Order dated September 29, 1994 and a Memorandum of
Agreement dated October 11, 1995, with the New Jersey Department of Environmental Protection
(“NJDEP”). The Company is also responsible for monitoring solid waste management units at its Pomona,
NJ manufacruring facility pursuant to a Hazardous & Solid Waste Amendment (*"HSWA”) permit with the
U.S. Environmental Protection Agency. The Company accrues for losses associated with environmental
cleanup obligations when such losses are probable and can be reasonably estimated. ‘

At one of the NJDEP sites there are other potentially responsible parties who bear part of the cost of the
cleanup, in which case the Company’s accrual is based on the Company’s estimated share of the total costs. A
portion of the cleanup costs with respect to the two NJDEP sites is paid by insurance. The estimated recovery
of cleanup costs is recorded as an asset when receipt is deemed probable.

As of December 29, 2007, the Company estimated, based on engineering studies, total remediation and
ongoing monitoring costs to be $3.3 million, including the effects of inflation. Accordingly, the Company
recorded a liability of approximately $2.3 million in other noncurrent liabilities, which represents the net
present value of the estimated future costs discounted at 5.25%. In accordance with Statements of Position
(SOP) 96-1, Environmental Remediation Liabilities, the Company measures this liability on a discounted
basis as it believes the amount and timing of cash payments for the liability are reliably determinable.
The estimated insurance recovery assets as of December 29, 2007 were $1.2 million and are included in
other assets. '

Executive Officers of the Registrant

Marc L. Pfefferle, 51, has been Interim Chief Executive Officer of the Company since January 5,2007. He has
been a partner in the firm of Carl Marks Advisory Group LLC (“CMAG”) since November 1997. Mr. Pfefterle
has 25 years of management consulting, interim executive and restructuring officer experience and is a
certified Turnaround Professional and Certified Fellow in Production and Inventory Management.

Bret Rattray, 57, has been Interim Chief Marketing Officer of the Company since April 2, 2007. He is also
Managing Director in the firm of CMAG,; a position he has held since 2002.

Fred Spivak, 54, has been Chief Financial and Operating Officer since November 9, 2007. From 2004 to 2007,
Mr. Spivak served as Managing Director of FMS Consulting, a company that provides financial, operational
and business administration services to companies in the giftware, apparel and consumer goods industries.
From 2004 to 2006, Mr. Spivak served on the Board of Directors of Oneida Ltd., a leading flatware and
tabletop company. From 2000 to 2004, Mr. Spivak was Chief Financial Officer of Colorado Prime Foods
(now DineWise, Inc.), a direct marketer of chef-prepared, home-delivered meals, and from 1997 wo 2000 he
was Chief Operating Officer of Morgan-Walke Associates, a New York investor relations firm. From 1984
to 1997, Mr. Spivak served as Chief Financial Officer and Vice President, Finance and Administration for
Lifetime Brands and previously held various finance positions for Vida Shoes and Olivetti Corporation.
Mr. Spivak is a Certified Public Accountant.




Louis A. Fantin, 57, has been Senior Vice President, General Counsel and Secretary for the Company since
September 2005. He was Senior Vice President, Secretary and Lenox Counsel for Lenox, Incorporated from
May 1, 1995 to September 2005. Prior to that, Mr. Fantin held a succession of positions at Lenox, including
Vice President, Sccrétary and Lenox Counsel from October 1, 1994 until April 30, 1995, Vice President, First
Assistant General Counsel and Assistant Secretary from May 1, 1990 to September 30, 1994; First Assistant
General Counsel and Assistant Secretary from May 1, 1989 to April 30, 1990 and Assistant General Counsel
from August 31, 1981 to April 30, 1989.

Branka Hannon, 50, has been Senior Vice President -Human Resources for the Company since September
2005. Ms. Hannon held the same position at Lenox, Incorporated from February 1, 2004 until September
2005. From June 1, 2002 wo ]amiary 31, 2004, she was Vice President -Organizational Development at Lenox,
and from November 2, 2000 until May 31, 2002, Ms. Hannon was Director -Human Resources for the Lenox
Collections Division of Lenox.

David B. O'Conneli, 40, has been Vice President, Global Sourcing for the Company since September 11, 2006.
From 2002 to 2006, Mr. O’Connell was Vice President Product Development and Global Sourcing for
Mikasa/ARC International.




ITEM 1A, RISK FACTORS

Our business faces many risks. Any of the risks discussed below, or elsewhere in this Annual Report on
Form 10-K or in our other SEC filings, could have a material impact on our business, financial condition
or results of operations. Additional risks and uncertainties not presently known to us or that we currently
believe to be immaterial might also impair our business operations.

Qur sales could be negatively impacted by product trends, continued industry consolidation
and contraction, as well as a decision by our major customers to substantially reduce orders for
our products.

Over the past several years, department stores have consolidated, the gift and specialty store channel has
contracted, and the collectible and fine china markets have contracted as well. A continuation of these
trends could have a negative impact on the sales of the Company. With the exception of Macy’s, Inc., our
customer base is relatively dispersed. Our sales to this customer accounted for approximately 17% of our
net sales for fiscal year 2007. If Macy's, Inc. were to cease or significantly reduce their business with us,
our business and results of operations would be negatively impacted.

Our reliance on foreign manufacturing is subject 1o inherent risk, which may affect our ability to
procure goods and/or procure them in a timely fashion.

Foreign manufacturing and procurement of imports is subject to the following inherent risks: labor avail-
ability and increases in labor costs, increases in the cost of raw materials, economic and political instability;
cost and capacity fluctuations and delays in transportation, dockage and material handling; restrictive
actions by governments; nationalizations; the laws and policies of the United States affecting importation
of goods (including duties, quota and taxes); international political, military and terrorist developments;
fluctuations in currency exchange rates; and foreign trade and tax laws. Moreover, we cannot predict what
relevant political, legal or regulatory changes may occur, or the type or amount of any financial impact on
us that such changes may have in the future.

Our products are subject to customs duties and regulations pertaining to the importation of goods. In the
ordinary course of business, we may be involved in disputes with the U.S. Bureau of Customs and Border
Protection (“U.S. Customs”) regarding the amount of duty to be paid, the value of merchandise to be
reported or other Customs regulations, which may result in the payment of additional duties and/or
penalties, or in the srefund of duties to us. Since the terrorist attacks of September 11, 2001, U.S. Customs
has enacted various security protocols affecting the importation of goods. Such protocols could adversely
affect the speed or cost involved in our receipt of inventory from our overseas vendors.

The inability to make timely shipments of merchandise to our trade customers due to delays caused by
foreign sourcing could significantly lower sales and damage our relationship with trade customers
resulting in harm to our business and our financial results.

Qur reliance on manufacturing from sources within China, in particular, is subject to inherent risk,
which may affect our ability to procure goods and/or procure them in a timely fashion.

In fiscal year 2007, approximately 66% of our inventory purchases were manufactured in China.




China has joined the World Trade Organization and been accorded permanent “Normal Trade
Relations” status by the U.S. government. However, various commercial and legal practices in China,
including the handling of intellectual property and certain labor practices, are under review by the U.S.
government. China has been designated a Country of Particular Concern pursuant to the International
Religious Freedom Act of 1998 (“IRFA”). The IRFA enumerates several specific retaliatory actions that
may be taken by the U.S. government, none of which we believe would have a material impact on our
business. The IRFA, however, also accords the President broad discretion in fashioning other or addi-
tional actions and, due to the breadth of the Presidential powers under the IRFA, we are unable to predict
what, if any, action the President could take in the future.

Accordingly, in addition to general foreign manufacturing risks cited above, the ability to continue to
conduct business with vendors located in China is subject to political uncertainties, the financial impact of
which we are unable to estimate. To the extent China may have its exports or transaction of business with
U.S. persons subject to political retaliation, the cost of Chinese imports could increase significantly and/or
the ability to import goods from China may be materially impaired. In such an event, there could be a
materially adverse effect on us until alternative arrangements for the manufacture of our products were
obtained on economic, production and operational terms at least as favorable as those currently in effect.

We are subject to risks associated with changes in foreign currency exchange rates.

Fluctuations in currency exchange rates present risks inherent in our method of inventory procurement.
Our costs could be adversely affected if the currencies of other countries in which we source product
appreciate significantly relative to the U.S. dollar. This could result, for example, from a decision by
China to revalue the Renminbi (“RNB”) relative to the U.S. dollar or to allow the RNB to float instead of
being pegged to the U.S. dollar at a fixed rate.

If interest rates on our variable rate debt were to increase, our financial results would be negatively
affected.

A principal market risk affecting us is the exposure to changes in the interest rates on our variable rate
debt. As our credit facilities bear interest at variable rates, our results of operations and cash flows will be
exposed to changes in interest rates. In 2007, the Company entered into an interest rate collar agreement
with a notional amount of $50 million to mitigate some of this variable interest rate risk. Under the terms
of the agreement, the Company would receive a positive net settlement from the counterparty if the
LIBOR rate (as defined) is greater than 6.5% on the settlement dates (as defined). If the LIBOR rate (as
defined) is less than 4.32% on the settlement dates (as defined), the Company would be required to make a
payment to the counterparty. Based on debt outstanding as of December 29, 2007 and the interest rate
collar agreement in effect as of December 29, 2007, a one percentage point increase in current market
interest rates would increase the Company's borrowing costs by approximately $1.1 million on an annual
basis. A one percentage point decrease in current market interest rates would reduce the Company’s
borrowing costs by approximately $0.8 million on an annual basis. )

We may encounter litigation that has a material impact on our business.

We are involved on an ongoing basis in litigation arising in the ordinary course of business. Trends in
litigation may include claims brought by consumers, stockholders, vendors, accounts and/or injured
persons in cases relating to antitrust, employment and labor, environmental, negligence and regulatory
matters. Litigation trends and the outcome of litigation cannot be predicted with certainty and adverse
litigation trends and outcomes could adversely affect our financial results.




Our inability to adapt successfully to changing consumer preferences may damage our business.

Our success is dependent upon consumer demand for our products. Qur ability to anticipate consumer
preferences and create tabletop, gift and collectible products which appeal to consumers who shop in our
market channels is critical to achieving financial results. As a related factor, our ability to identify, hire
and retain quality designers and sculptors and other artistic talent is critical to our product development
efforts and our ability to innovate successfully. Our failure to successfully anticipate, identify and react to
consumers’ current preferences in our market channels, and to identify, hire and retain artistic talent,
could significantly lower sales of our products and harm our financial results.

If we are unable to complete our operational improvements, including improving our inventory
management and forecasting systems to make our supply chain more efficient, improving the effec-
tiveness and efficiency of our US manufacturing operations, and integrating our legacy Department
56 and Lenox information, operating and distribution systems, our business results may be adversely
impacted.

In response to market changes, including deparunent store consolidation and a decrease in the sales of
collectibles and fine tableware over the past few years, we are restructuring our operations to achieve
revenue and cost synergies, including a consolidation of our distribution facilities and a reduction-in-foree
and cost reduction initiative at our North Carolina bene china factory. If we are not successful in doing so,
however, the reduced sales resulting from these external market trends may have an adverse impact on
our financial results.

In addition, we have implemented plans to improve our inventory management and provide more accu-
rate forecasting to enhance the efficiency of our supply chain. The highly seasonal nature of our business,
with a majority of our sales occurring in the third and fourth quarters in anticipation of the holiday
season, requires us accurately to forecast demand for products in order to avoid losing potential sales of
popular products or producing excess inventory of products that are less popular with consumers. Excess
inventory poses particular risks to our brand when sold through liquidation channels. If we do not
successfully implement and operate our new inventory management and forecasting systems, we may
adversely affect our financial results.

Following our acquisition of Lenox, we have been working to integrate and update the information
systems, operating systems, fulfillment processes and distribution resources of Department 56 and Lenox.
If we are unable successfuily to integrate and update the systems and functional resources, we will not be
able operate in the most effective and cost efficient manner which may have an adverse impact on our
financial results.

If we are unable to manage employee turnover through our integration of Department 56 and Lenox
and the completion of our operational improvement process, our business could be adversely
impacted.

We value and are dependent on key employees throughout the Company for our business success. In
addition, an important element of our strategy is to utilize the expertise of key employees to integrate
successfully the legacy Department 56 and Lenox operations and complete our operational improvement
process. As a result of the Company’s past performance and current restructuring efforts, employee turn-
over has occurred and is expected to continue. If employee turnover is not managed effectively, the
implementation of business improvements, employee morale and results of our operations could be
adversely impacted.
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The Company’s performance is impacted, in part, on economic and other factors affecting consumer
spending that are out of the Company’s control,

The Company’s business depends on consumer demand for its products and, consequently, is sensitive to a
number of factors that influence consumer spending, including general economic conditions, disposable
consumer income, recession and inflation, consumer debt, unemployment rates, interest rates and
consumer confidence in future economic conditions. Adverse changes in one or more of the foregoing
factors could result in a reduction in consumer demand for the Company’s products, reductions in prices
leading to lower average gross margins, a slower inventory turnover, greater markdowns on inventory,
thus reducing the Company’s sales and adversely impacting its operating results.

Our strategic alternative plan announced by the Company in January 2008 may lead to uncertainty
or may not be successful.

On January 14, 2008, the Company issued a press release announcing a comprehensive review of strategic,
financial and operational alternatives to enhance stockholder value, including a potential merger, sale of
all or part of the Company or recapitalization of the Company. There can be no assurance that the explo-
ration of strategic alternatives will result in any transaction. During the process, there may be risks that
certain customers, employees, suppliers, and business partners may react negatively to the uncertainty of
the process. These same constituencies may react negatively in the event the process does not result in any
transaction. In the event a transaction is completed, the integration of businesses and personnel may
involve significant expenses and management time and attention, and may otherwise disrupt our business.
In addition, acquisitions and/or mergers may expose the Company to unknown liabilities.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

Significant properties owned or leased by the Company are as follows:

Owned Facilities
Office Facilities

An office facility (66,400-sq. ft.) including a creative center and a corporate showroom located in Eden
Prairie, MN.

Manufacturing Facilities

A china dinnerware manufacturing facility (218,000-sq. ft.) servicing the Wholesale, Retail and Direct
segments including a retail store, located in Kinston, NC (the “Kinston Facility”).

Leased Facilities '
Office Facilities

An office facility (126,000-sq. ft.) servicing the Wholesale, Retail and Direct segments and corporate function
located in Bristol, PA (the “Bristol Facility™).

An office facility (6,500-sq. ft.) servicing the Wholesale, Retail and Direct segments located in Petaluma, CA
(the “Petaluma Facility”).

Mixed Use Facilities

An office/retail facility (45,500-sq. ft.) servicing the Wholesale and Retail segments located in Pomona, NJ
(the “Pomona Facility”).
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A retail/warehousing facility (125,370-sq. ft.) servicing the Wholesale and Retail segments located in South
Brunswick, NJ (the “Cranbury Facility”).

Warehouse and/or Distribution Facilities

A warehousing and distribution facility (500,000-sq. ft.) servicing the Wholesale and Retail segments located
in Hagerstown, MD.

A warehousing/distribution/retail/office facility (229,893-sq. ft.) servicing the Direct and Retail segments
located in Langhorne, PA (the “Langhorne Facility”).

A warehousing facility (48,000-sq. ft.) servicing the Direct segment located in Bristol Township, PA.
Retail Stores

As of February 1, 2008, the Company’s Retail segment operated 32 retail stores located in 17 states, including
eight stores operated under the Department 56 trade name and 24 stores operated under the Lenox trade
name (including locations in the manufacturing and mixed use facilities above). The retail stores range from
3,100 to 15,000 sq. ft., excluding the retail space in the Cranbury, Langhorne and Pomona Facilities, which
are approximately 48,000 sq. ft, 30,600 sq. ft., and 31,500 sq. ft., respectively.

Showrooms

The Company also operates nine showrooms; two located in New York, NY; and one each located in
Atlanta, GA, Billerica, MA, Chicago, IL, Columbus, OH, Dallas, TX, Los Angeles, CA and Frankfurt,
Germany. -

The terms of the above-referenced leases expire at various dates. The Company believes that the facilities are
in good condition and are adequate for the business.

ITEM 3. LEGAL PROCEEDINGS

(A.) In Re Tableware Antitrust Litigation — In August 2004, plaintiffs purporting to represent a class of

consumers who purchased tableware sold in the United States filed suit against Federated Department
Stores, the May Department Stores Company, Waterford Wedgwood U.S.A. and Lenox, Incorporated
(“Lenox”) in United States District Court for the Northern District of California. In November 2004,
plaintiffs filed a consolidated amended complaint alleging that, for the period beginning at least as early as
May 1, 2001, through the filing of the amended complaint on November 12, 2004, defendants violated
Section | of the Sherman Act by conspiring to fix prices and to boycott sales to Bed, Bath & Beyond
(hereinafter the “Action”). Plaintiffs sought to recover an undisclosed amount of damages, trebled in
accordance with antitrust laws, as well as costs, attorney’s fees and injunctive relief.

On February 22, 2007, without admitting any violation of any statute or law or any liability or wrongdoing
whatsoever, Lenox entered into a settlement agreement with the plaindff class representatives. Pursuant to
the terms of the settlement agreement, Lenox paid $0.5 million, in return for which Lenox and its affiliates
will be completely released from any and all claims, demands and actions concerning the Action and any
claims that could have been alleged in the Action. The court approved the settlement agreernent by opinion
and order dated November 25, 2007 by which the Action was dismissed with prejudice.
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(B.) Curiale v Lenox Group Inc. — On April 12, 2007, Amanda Curiale filed a complaint in the United States
District Court for the Eastern District of Pennsylvania, which is a purported class action alleging that the
Company willfully violated the federal Fair and Accurate Credit Transactions Act ("FACTA") by continuing
to print after December 1, 2006 the expiration dates on receipts provided to debit card and credit cardholders

transacting business with the Company (hereinafter the “FACTA Litigation”). The Company understands
that similar complaints have been filed against a large number of retailers. The plaintiff secks, on behalf of
herself and the class, statutory damages of not less than one hundred dollars and not more than one thousand
dollars for each violation, as well as unspecified punitive damages, costs and attorneys’ fees and a permanent
injunction from further engaging in violations of FACTA.

On September 20, 2007, the parties held an all-day mediation session and reached a tentative settlement
which is subject to the parties signing a definitive settlement agreement and court approval. Under the terms
of the settlement, Lenox denies all claims as to liability, damages, penalties, interest, fees, restitution and all
other forms of relief sought in the FACTA Litigation. Pursuant to the terms of the proposed settlement, the
Company will pay a non-material sum for attorney’s fees, a charitable contribution and a plaintiff’s incentive
fee, and will provide participating claimants with a coupon towards a future purchase or a free product
through Company-operated retail stores. In return, the Company and its affiliates will be completely
released from any and all claims, demands and actions concerning the FACTA Litigation and any claims
that could have been alleged in the FACTA litigation.

(C.) Period Design, Inc. v D36, Inc. (“D56”) — On February 17, 2008, a trial commenced in the Period Design
case, D36 is a subsidiary of the Company. Plaintiff alleges a breach of contract claim and seeks compensatory

damages based upon D36's alleged failure to pay royalties alleged to be due Period Design, Inc. on various
products marketed and sold by D56, together with pre-judgment interest thereon, the aggregate claims for
which, if accepted by the court, would be material to the Company’s financial condition and results of
operations. The matter was tried before the Minnesota State District Court (Hennepin County) from
February 17 through February 28, 2008. The parties are in the process of filing post-trial submissions, and
anticipate a decision by the Court in late March/early April 2008. The Company intends to continue to
vigorously defend against this alleged breach of contract claim.

In addition to the above actions, the Company is involved in various legal proceedings, claims and govern-
mental audits in the ordinary course of its business. The Company believes it has meritorious defenses to all
proceedings, claims and audits. Management believes the impact, if any, of these legal proceedings would not
be rnaterial to the results of operations, financial position or cash flows of the Company.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of the Company’s security holders during the last quarter of the year
ended December 29, 2007.

i
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PART 11

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES
The Company’s common stock trades on the New York Stock Exchange (*NYSE”) under the symbol
“LNX.” The table below sets forth the high and low sales prices for each quarter during the last two fiscal
years, as reported by the NYSE.

High Low

FISCAL 2007

First quarter $ 677 § 317

Second quarter 8.31 6.1

Third quarrer 736 4350

Fourth quarter : 4.86 2.65
FISCAL 2006 .

First quarter $13.80 $12.38

Second quarter 14.37 7.04

Third quarter 737 " 538

Fourth quarter 7.79 5.44

The Company has not declared or paid dividends on its common stock. As a holding company, the ability of
the Cormpany to pay cash dividends will depend upon the receipt of dividends or other payments from its
subsidiaries. See “Item 7. — Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources” below with respect to restrictions under the Company’s
credit facilities pertaining to its ability to pay dividends.

As of March 4, 2008, the number of holders of record of the Company’s common stock was 714.

STOCK PERFORMANCE GRAPH

The following graph compares the cumulative total return on $100 invested on December 28, 2002, in each
of our Common Stock, Standard & Poor’s Small Cap 600 Index and a peer group index.

The peer group index is composed of the following issuers: Blyth Inc., Enesco Group, Inc., Lenox Group
Inc., Lifetime Brands, Inc., Libbey, Inc. and Russ Berrie & Co. These companies were selected based on their
respective product offerings (i.c., tabletop, giftware and/or collectible products), the channels of distribution
in which their respective products are sold and financial criteria.

The stock of Lifetime Brands, Inc. is traded on the NASDAQ exchange. The stock of Enesco Group Inc.
was traded on the New York Stock Exchange through June 9, 2006. Thereafter, its stock became listed on the
“other OTC” exchange. The stocks of the other companies comprising the peer group are traded on
the NYSE. :

In calculating the peer group index, each of the issuers is weighted to recognize its stock market capitaliza-
tion. The returns of the Standard & Poor SmallCap 600 Index and the peer group index are calculated
assuming reinvestment of dividends. The Company has not paid any dividends. The graph specifies data
values for the preceding trading day nearest to each of the Company’s fiscal year-ends during such period.

The stock price performance shown on the graph below is not necessarily indicative of future
price performance. Data points below were provided by Research Data Group, Inc., a licensee of
Standard & Poor’s.
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COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Lenox Group Inc., The S&P Smallcap 600 Index

And A Peer Group
$250
R A
$200 -
.- A7
- - A - -
$150 - -
A-
$100
$50 1 . \
$0 r r ' . .
12/28/02 1/03/04 1/01/05 12/31/05 12/30/06 12/29/07
—f= Lenox Group, Inc. - & - S&P Smallcap 600 —0— Peer Group

*$100 invested on 12/28/02 in stock or 12/31/02 in index-including reinvestment of dividends.
Index calculated on month-end basis.

Cumulative Total Return i

12/28102 1/03/04 10105 12131105 12/30/06 12/29/07
Lenox Group Inc. 100.00 107.39 129.57 103.04 49.81 22.65
S&P SmallCap 600 100.00 138.79 170.22 183.30 21101 210.38
Peer Group 100.00 119.52 111.87 75.60 73.86 74.34
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ITEM 6. SELECTED FINANCIAL DATA

FIVE-YEAR SUMMARY (In thousands, except per share amounts)

YEARS ENDED DECEMBER 29, 2007, DECEMBER 30, 2006, DECEMBER 31, 2005, JANUARY 1, 2005 AND

JANUARY 3, 2004

The following sclected consolidated financial data should be read in conjunction with Management’s

Discussion and Analysis of Financial Condition and Results of Operations, and the Consolidated Financial
Statements and retated Notes thereto, included elsewhere herein. Fiscal year 2007, 2006, 2005, 2004 and 2003
results reflect the reclassification of Geppeddo’s and Time to Celebrate’s financial results as discontinued

operations.
December 29,  December 30,  December 31, January I,  January 3,
2007 2006 20052 2005 2004
STATEMENTS OF OPERATIONS
Net sales $452.115 $502,506 $331,728 $162,908 $174,957
Cost of sales 235,139 257932 172,845 73,958 78 862
Gross profit 216,976 244,574 158,883 88,950 96,095
Operating expenses:
Selling, general and administrative 214,816 234,676 126,394 53,834 54,902
Restructuring charges® 9,540 — — — —
Pension curtailment and settlement gains* — (14,783) — —_ —
Goodwill impairmt:nt5 — 55,269 — — —
Trademark impairrru:nt6 — 3,743 —_ — —
Operating (loss) income from continuing operations {7,380) (34,331) 32,489 35,116 41,193+
Other expense (income):
Interest expense 15,890 16,697 5,735 493 1,901
Loss on refinancing of debt” 5,940 — — — —
Litigation settlement® — — — (6,871) —
Other, net (36) 35 (744) (414 {906)
(Loss) income from continuing operations before income
taxes {29,174) (51,063) 27,498 41,908 40,198
(Benefit) provision for income taxes (13,348) (1,795) 10,146 15,088 14,529
{Loss) from continuing operations {15,826} (49,268) 17,352 26,820 25,669
Loss from discontinued operations, net of tax’ — — (2,182) {3,036) (9,261)
Net (loss) income $(15,826) $ (49,268) $ 15170 $ 23784 § 16,408
{Loss} income per share from continuing operations
Basic $ (113 $ (358 $ 127 $§ 201 $ 196
Diluted $ (115 $ (3.58) $ 126 $ 193 § 194
BALANCE SHEET DATA
Working capital $104,302 £ 30,260 § 79326 $ 82294 8§ 49424
Total assets 352,106 373,797 469,928 167,388 142,304
‘Total debt (current and noncurrent) 108,688 96,566 110,718 — —
Total stockholders’ equity™ 136,142 141,679 161,749 143757 114296

H
2
3

The year ended January 3, 2004 is a 53-week fiscal year whereas all other fiscal years presented are 52-week periods.
Effective September 1, 2005, the Company completed the acquisition of Lenox from Brown-Forman.

F
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Restructuring charges include $6.9 million in severance related costs and $2.6 million of cos